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4. [Re: GTE] GTE rejected each complainant's proposal and offered the following counter­
proposal:

a) GTE and TCG would establish two separate trunk groups between their respective
switching centers using Feature Group D signalling for the interchange of switched
traffic -- one group would transport only toll traffic while the other group would
transport only what GTE refers to as "local-like" and "EAS-like" traffic (alleged by
TCG only);

b) For intrastate "local-like" and "EAS-like" traffic, GTE would bill the complainants
for terminating local (including EAS) calls based on GTE's access tariff or price list
on file with the Commission, except that GTE would not bill the information
surcharge and Carrier Common Line Charge (CCLC) rate elements; GTE calculates
its rate at SO.0295291/minute. The complainants would bill GTE for terminating such
traffic based on the complainants' access tariffs or price lists on file with the
Commission (alleged by both TCG and ELI).

c) The usage for "local-like" and "EAS-like" traffic would be measured where
technical capability exists; otherwise, usage per port would be determined based on
periodic studies of the quantity and direction of traffic, and billing would be based on
those determinations (alleged by both TCG and ELI).

5. [Re: USWC] Despite further negotiations, USWC has refused to modify its proposal.

5. [Re: GTE] GTE and the complainants have been unable to reach agreement on the
arrangements, terms, and conditions for interconnection.

6. The incumbents employ a "bill and keep" method of mutual compensation with other
incumbent LECs for the exchange of local traffic.

7. The incumbents refuse to offer a "bill and keep" method of mutual compensation to
complainants for the exchange of local traffic.

8. The incumbents' provision of interconnection with their networks for the purpose of
terminating local traffic currently is a noncompetitive service.

9. The incumbents have proposed to charge the complainants more to complete local calls to
complainants' customers than the incumbents charge other incumbent LECs.

10. [Re: USWC only] USWC refuses to pay TCG the $0.032 "lost contribution charge" to

terminate traffic on TCG's network.

11. The incumbents offer many other local services, such as DSS or Centrex, some of the
elements of which are comparable to the interconnection with their networks that the
incumbents would provide the complainants.
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12. The rate the incumbents propose to charge the complainants for interconnection exceeds
the retail rate for the entire services of which these elements are only a part.

13. The rates the incumbents have offered to charge the complainants to terminate traffic on
the incumbents' networks are far above the long run incremental cost of providing that
service..

14. The incumbents have indicated that they would provide 9-1-1, TDD (telecommunications
devices for the deaf) services, and directory listings and assistance, but have not made any
proposal to the complainants regarding provision of these and other services that must be
available upon interconnection and the exchange of local traffic.

b. Causes of Action

The com.plaints allege that the incumbents' refusal to offer "bill and keep" to the
complainants subject them to undue or unreasonable prejudice or disadvantage in violation of
RCW 80.36.170 and RCW 80.36.186.

The complaints allege that the following subject the complainants to undue or
unreasonable prejudice or disadvantage in violation of RCW 80.36.170 and RCW 80.36.186
and are discriminatory in violation of RCW 80.36.180:

a) The incumbents' proposed mutual compensation for interconnection with the
complainants.

b) The incumbents' interconnection rate disparity vis-a-vis services such as DSS or
Centrex.

c) USWC's refusal to pay a $0.032 "lost contribution charge" while insisting on
charging TCG that same charge.

d) GTE's requirement that local and EAS traffic be measured.

e) GTE's requirements for separate local and toll trunk groups for local and EAS
traffic (alleged by TCG only).

f) GTE's refusal to provide "transiting" tandem switching services for EAS traffic that
it provides to other local exchange companies (alleged by ELI only).

The complaints allege that the following are unfair, unjust, and unreasonable in
violation of RCW 80.36.080:

a) The incumbents' proposed charges for network interconnection.
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b) The rates the incumbents have proposed to charge the complainants to terminate
traffic on the incumbents' networks.

c) The incumbents' refusal to provision 9-1-1, TDD, directory listings and assistance,
and all other necessary services at existing rates.

The complaints allege that the following are anticompetitive:

a) The incumbents' proposals for use of excessive switched access rates.

b) USWC's proposal that TCG compensate USWC for the mere possibility of a
$0.032/minute lost margin, i.e., that TCG insulate USWC from any effects of competition.

c. Relief sou~ht

Each complaint prays for relief as follows:

An order from the Commission pursuant to RCW 80.36.140 and 80.36.160:

(1) ordering the incumbent to interconnect its network with the complainant's network
in an efficient and cost-effective manner,

(2) establishing a fair, just, reasonable and nondiscriminatory reciprocal compensation
arrangement for that interconnection, and

(3) requiring the incumbent to provide 9-1-1, TDD, directory listing and assistance,
and other vital customer services upon interconnection at fair, just, and reasonable rates.

d. Counterclaims and Third Partv Complaint

USWC and GTE deny the material allegations of the complaints and counterclaim for
access charges.

GTE also brought a third party complaint against USWC, claiming that USWC is
handing off to GTE for termination, traffic that originated on TCG's network that GTE is
entitled to be compensated for terminating under its access tariff, and that USWC is not
identifying the traffic so that GTE can bill for it. The reference is to traffic that would be
EAS traffic if it originated on USWC's network.

2. Positions of the Parties

USWC contends that the complaints raise no issues not raised in USWC's direct case
and presented by USWC for resolution. It argues that procedurally the Commission should
dismiss the complaints as moot because the order on the issues raised by USWC in its direct
case in support of its tariff filling will have addressed any issues presented by the complaints.
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Regarding GTE's third party complaint, USWC argues that GTE offered no proof of
any amounts owed by USWC and apparently wants the issue resolved going forward.
USWC has no objection to the Commission resolving the principle.

GTE contends that the complainants have no standing to contest the reasonableness of
. the rate level which GTE proposes to charge for the termination of complainants' local or

EAS traffic, and therefore the Commission has no authority to declare the rate level
unreasonable and reset it. GTE reasons that while the Commission has authority under RCW
80.36.140 to determine upon complaint that a company's rates are unreasonable or
discriminatory, RCW 80.04.110 specifically limits the Commission, in the case of private
complaints as to the reasonableness of rates, to entertaining complaints which are signed by
specified municipal officials or by a specified percentage of ratepayers. It argues that the
complainants clearly do not comply with this requirement.

GTE contends that due to the procedural posture of this case and the complainants'
lack of standing to complain about the reasonableness of rates, the Commission may reset
GTE's contract local/EAS rate only if it finds that GTE's application of that rate is unduly
discriminatory .

GTE contends that complainants have presented virtually no evidence in support of
their allegations that GTE's 10caIlEAS interconnection rate is unduly discriminatory. It
argues that GTE currently provides no interconnection service to incumbent LECs for local
traffic, because there is no intercompany local traffic among the incumbent LECs. "Thus,
the contract rate at which GTE has offered to terminate complainants' local traffic cannot be
discriminatory. "

GTE argues that the only issue is whether its refusal to apply its EAS compensation
arrangement to a situation outside the Commission's EAS orders constitutes undue
discrimination. It argues that it does not. It argues that undue discrimination can exist only
as to "like and contemporaneous service ... under the same or substantially the same
circumstances and conditions" (quoting from RCW 80.36.180), and that there is significant
uncontroverted evidence on the record that the existing intercompany EAS compensation
situation is substantially different from complainants' situation because 1) the participants in
the current arrangement are LECs which do not have overlapping territories and which were
not in competition for the provision of local exchange and other services when the
arrangement was implemented, and 2) the EAS compensation mechanisms are based upon
engineering cost studies specific to each EAS route.

GTE argues that issues of universal service and collocation were not raised in the
complaints against it. It argues that unbundling and resale are not issues that were raised in
the complaints against it, and therefore no order may be issued in this case which directs
GTE to unbundle any services or modify any of its tariffs' resale provisions.
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GTE contends that ELI did not prove that GTE is unwilling to provide number
portability. It contends that ELI's request that the Commission compel GTE to provide
directory listings and assistance is a non-issue, because GTE plans to include ALECs'
customers in its directory and directory assistance, and further, there is no legal basis for
compelling GTE to provide those services to ALEC customers. It contends that

. complainants' testimony is devoid of any evidence to support the allegations that GTE has
refused to provide them 9-1-1, TDD, and other services.

GTE argues that the only interconnection issues that are raised against it are
compensation (discussed above), measurement of traffic (raised by both complainants), the
use of separate toll and local/EAS trunk groups (raised only by TCG), and transiting tandem
services (raised only by ELI). It contends that the complainants failed to prove their
allegations on any of these points. It argues that the record establishes that GTE's use of
measured rates would not unduly disadvantage the complainants. It argues that the record is
clear that GTE :and other incumbent LECs do not interchange local traffic, so no
discrimination can be proved, and in any event, it is clear that GTE and other incumbent
LECs utilize separate trunks for the toll and EAS traffic that they exchange, and that the use
of separate trunks is reasonable.

ELI describes its complaint against GTE as a "friendly complaint" that "was brought
primarily to ensure that the Commission had sufficient procedural basis to decide how local
interconnection between GTE's network and the networks of the new entrants should be
handled." It argues that its discussions of generic issues sufficiently addresses "all of the
issues regarding GTNW that need to be addressed. "

TCG argues that the record overwhelmingly supports the allegations of its complaints,
that it has carried its burden of proof and is entitled to the relief requested in the complaints
and recommended through its and other parties' testimony and in its brief.

As noted above, ELI and TCG both argue that the Commission, as a matter of
competitive policy, should declare that existing local calling areas ~, EAS territories)
apply to ALECs for purpose of distinguishing between local and toll calling.

Public Counsel is the only other party that specifically addresses the complaints and
counterclaims. Public Counsel argues that the discrimination/preference/competition-based
complaints of the ALECs present a close legal and factual question. It contends: "Their
claims are likely meritorious, providing further justification for a bill and keep compensation
arrangement. "

Public Counsel analyzes the factual basis for the claim and the relevant statutes:
RCW 80.36.170, .180, .186. It argues that what is "undue" discrimination or "undue"
preference is at one level a policy issue to be decided by the Commission.
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Public Counsel argues that the discrimination issue should be analyzed in the context
of local calling areas prescribed or not prescribed by the Commission. It reviews how the
Commission historically has established both local exchange areas and EAS routes. In both
cases, the Commission focused on a community of interest, and created local exchange and
EAS territories on a company specific basis. This made sense in an environment where

_companies operated in mutually exclusive service areas, but in the post-Electric Lightwave
competitive environment, the Commission may wish to prescribe local calling areas for all
telecommunications companies operating in a particular area.

It argues that in any event, since it is not mandatory under RCW 80.36.230 that the
Commission prescribe exchange areas, and since it appears the new ALECs intend to
voluntarily establish local calling areas consistent with those prescribed for others under
RCW 80.36.230 and the EAS rule, the issue is neatly stated:

May a telecommunications company maintain one compensation scheme with
one telecommunications company relating to traffic it does not compete for,
and another compensation scheme for a different telecommunications company
relating to traffic it does compete for?

Public Counsel argues, at page 54 of its brief: "This is a close legal question. We
conclude that different treatment of competitors compared to those who are not competitors
could well be unlawfully discriminatory or unduly preferential or prejudicial. This is so for
three primary reasons:

• The Legislature added RCW 80.36.186 in 1989, which has the effect of
further emphasizing the general prOhibition against discrimination and
preference in other statutes, in a specific application to telecommunications
companies which sell non-competitive services to each other.

• Requiring new LECs to use the LECs' access charge (i.e., usage) payment
scheme when non-competing LECs use bill and keep puts unfair pressure on
new LECs to price on a usage basis when their competitors have no cost
reason to do so.

• There is no essential difference between new LEC "local traffic" and LEC
"local traffic within a local calling area, including an EAS area. II

Public Counsel also argues that \I [i)t is true that significant public policies are at work
in creation of EAS routes, and such routes are set as between specific companies. It is also
true that 'obligation to serve' may be somewhat different between new LECs and
incumbents. But the public policy is to respond to customer needs and demands for local,
flat-rated calling within their community of interest. The focus for discrimination should
likewise be placed on the customer interest in the situation. The new entrants must attempt
to attract the same customers as the incumbents, yet without the same compensation system.
As WITA's witness concluded, an access, or usage based cost compensation 'will lead to a
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shift from flat rate to measured service.' (Smith, Ex. T-157, p. 17) Incumbent LECs do not
face this pressure in the bill and keep environment they enjoy. "

3. Commission Discussion and Decision

a. The C9mplainants Have Standing to Complain of the
Reasonableness of GTE's Rates.

The Commission finds GTE's standing analysis flawed. Its argument overlooks the
"PROVIDED FURTHER" provision of RCW 80.04.110, which allows for complaints
brought by competitors. 19

b. The issues in the complaint against USWC are present
in the tariff fiUng.

The issues raised in TCG's complaint against USWC are present in the tariff filing.
The Commission's decisions on the tariff filing appear to resolve all issues in the complaint.

c. The complaints aeainst GTE are eranted, in part.

We grant the complaints against GTE as to the issue of compensation for the
exchange of local traffic. We order GTE to interconnect with TCG, ELI, and other ALECs
on a bill and keep basis, pursuant to the terms of this order.

The Commission's objections to any minutes of use compensation scheme, set out
above, apply equally to the proposals of both GTE and USWc. Measured use
interconnection rates are not cost based, require unnecessary and inefficient measurement,
create a barrier to entry, and would threaten the state's public policy of affordable, flat-rated
local service.

19 PROVIDED, FURTHER, That when two or more public service corporations, (meaning to exclude
municipal and other public corporations) are engaged in competition in any locality or localities in the state, either
may make complaint against the other or others lhat the rates, charges. rules, regulations or practices of such other
or others with or in respect to which the complainant is in competition, are unreasonable, unremunerative,
discriminatory, illegal, unfair or intending or tending to oppress the complainant, to stifle competition, or to create or
encourage the creation of monopoly, and upon such complaint or upon complaint of the commission upon its own
motion, the commission shall have power, after notice and hearing as in other cases, to, by its order, subject to

appeal as in other cases, correct the abuse complained ofby establishing such uniform rates, charges, rules,
regulations or practices in lieu of those complained of, to be observed by all of such competing public service
corporations in the locality or localities specified as shall be found reasonable, remunerative, nondiscriminatory,
legal, and fair or tending to prevent oppression or monopoly or to encourage competition, and upon any such hearing
it shall be proper for the commission to take into consideration the rates, charges, rules, regulations and practices of
the public service corporation or corporations complained of in any other locality or localities in the state.
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As is discussed above (at pages 40-43), the Commission also agrees with Public
Counsel that it is discriminatory for GTE to exchange EAS traffic with incumbent LECs on a
bill and keep basis and to refuse to exchange local traffic with ALECs on a bill and keep
basis.

The Commission denies TCG's complaint with respect to GTE's requirement that
TCG and GTE establish two separate trunk groups between their respective switching
centers. It appears that the practice GTE proposes currently is necessary given the different
rates and compensation arrangements applied to toll and EAS. Currently, incumbent LECs
use separate trunks for exchanging local/EAS and toll traffic.

Regarding the complaints' allegations that GTE has failed to offer provision of 9-1-1,
TDD, directory listings and assistance, transiting tandem services, and all other necessary
services at existing rates, the record is insufficiently developed for the Commission to
determine the merits of the allegations.

d. The counterclaims and GTE's Third Party Claim
a2'ainst USWC are dismissed.

We dismiss the counterclaims and GTE's third-party complaint against USWC. Our
ordering bill and keep compensation and our determination that EAS traffic is local traffic
for compensation purposes, render those claims moot.

III. LOCAL TRANSPORT RESTRUCTURE

A. INTRODUCTION

The local transport restructure, ("LTR"), is the term applied to USWC's proposed
restructure of its access services tariff for interexchange carriers. It includes an unbundling
of transport from the company's switched access charge, an increase in the local switching
element of the access charge, and a residual interconnection charge ("RlC") on switched
access to make the filing revenue neutral.

Under the proposal, transport would be priced separately, and several transport
options would be available to interconnecting carriers that chose to use USWC's transport.
The local switching rate element will be increased from $0.OO65/minute to $O.OlOO/minute.
The RlC would be $0.0106/minute on every minute of local switched traffic.

As is noted above, USWC's proposed local interconnection service ("LIS") for local
service competitors would incorporate the LTR's local transport options and local switching
rate element.
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The impetus for the LTR is a modification of interstate switched access service
ordered by the Federal Communications Commission (FCC). 20

B. FCC DEVELOPMENTS

Switched access service was initiated in 1984 upon the breakup of the Bell System.
The FCC established switched access charges to compensate the LEes for the cost of
switching and transport, and to provide a contribution to the general revenue requirement of
the LECs' local operations. Switched access rates are based on minutes of use and distance.
From their inception, switched access charges have been a very large portion (40-50 %) of an
IXC's cost of doing business. (Wilcox, Ex. T-l, p. 17)

In Washington State, USWC filed and gained WUTC approval for intrastate switched
access rates that mirrored the first interstate tariffed rates. According to USWC witness
Wilcox (Ex. T':.l, p. 17), the company's present switched access rates contain a very large
amount of contribution to USWC's revenues above the cost of providing the service.

In 1992, the FCC began an investigation into whether there was a need to restructure
interstate access rates. An FCC order released in October 1992 established an interim local
transport structure that is set to expire at the end of 1995. That order unbundled local
transport from the switched access charge. It identified and set interstate rates for different
types of transport configurations. LTR provides separate charges for LEC entrance facilities
(the splice and cable used to link the IXC's trunk to USWC's serving wire center), for direct
trunked transport between the service wire center and LEC end offices (at flat rates), and for
tandem switched transport (at usage-sensitive rates). Both entrance facilities and direct
trunked transport are provided at different capacity levels -- DSO, DS1, and DS3.

In an August 1993 order in FCC Docket 91-141, on expanded interconnection, the
FCC adopted rules for switched transport collocation, allowing interconnection at LEC
central offices. That change, together with the unbundling of transport, allowed IXCs to self
provision all or part of the transport they need to reach LEC end offices and thereby avoid or
reduce the transport charges they must pay the LEe.

The FCC's transport restructure results in an overall reduction in the revenues
produced by the transport portion of the LECs' switched access service. The FCC
introduced a transitional, residually-priced rate element called the "interconnection charge" to

20 See, Transport Rate Structure and Pricing, Report and Order and Further Notice of
Proposed Rulemaking, CC Docket No. 91-213, 7 FCC Rcd 7006 (1992) (Transport Order);
Transport Rate Structure and Pricing, CC Docket No. 91-213, FCC 93-366, First
Memorandum Opinion & Order on Reconsideration, released July 21, 1993 (First
Reconsideration Order); and Transport Rate Structure and Pricing, CC Docket No. 91-213,
FCC 93-403, Second Memorandum Order and Order on Reconsideration, released August
18, 1993 (Second Reconsideration Order).
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make up for the lost revenues. The FCC has indicated that this charge should be phased out
over time in the interstate jurisdiction, allowing the industry to transition from its present
configuration to one fully driven by competitive market forces.

c. US\VC'S LTR PROPOSAL

USWC proposes that the Commission allow it to adopt, on an intrastate basis, local
transport restructure and a pricing structure for IXC switched access service that mirrors the
FCC structure.

1. Transport Options

New transport charges, for carriers that choose to use USWC's transport, would fall
into four categories:

1. Entrance facilities--to recover costs for the physical interconnection and cable USWC
uses to link an IXC's premises to USWC's serving wire center (the USWC switching
office closest to the IXC's Point of Presence). Entrance facilities would be available
at DSO, DSl, and DS3 capacities. Entrance facility rates would be flat rates equal to
existing market rates USWC charges for the comparable private line network access
channel.

2. Direct trunked transport (DTT) option for interoffice transport between the serving
wire center and USWC end offices. DTT is dedicated transport that reserves specific
transmission capacity for the exclusive use of a single company. DTT would also be
available at DSO, DSl, and DS3 capacities.

USWC proposes to price DTT on a flat rate basis. There would be two rate elements
for DTT: a fixed monthly rate, plus a "variable" charge per mile per month. USWC
would charge rates that are the same as existing market rates charged for comparable
private line services. The price relationships for the different dedicated transport
services would not be tied to the cost relationships for those services, but would take
into account "market factors".

3. Tandem switched transport ("TST") option for interoffice transport. TST would carry
calls between the serving wire center and USWC's end offices via USWC's tandem
switch and common transport network.

A TST customer could purchase DTT for the portion of the transport between the
serving wire center and the tandem switch.

TST generally would be used by low volume carriers that do not have sufficient
traffic volume to any LEC end office to justify reserving individual trunk groups.
Large IXCs likely would reserve individual (dedicated) circuit groups to the LEC end
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offices with large concentrations of long distance calling, but they also might rely
upon TST for overflow.

USWC has proposed to price TST on a usage sensitive basis, with separate charges
for transmission and tandem switching. The two rate categories are:

a) tandem transmission charges, which would be usage and distance sensitive.
For each mileage band there would be fixed charges per minute of use plus
"variable" charges for each mile per minute of use. USWC's proposal derives
the rates from the DS 1 and DS3 trunk transport rates (i. e., rates equal to

comparable private line services); and

b) tandem switching charge, which would be assessed on a per minute of use,
and would be priced at ADSRC (average direct and shared residual cost) plus
a contribution that USWC describes as "modest".

USWC's pricing of tandem switching at LRIC (long run incremental cost) plus a
contribution to USWC's common costs is a different approach than the approach
taken by the FCC for initial tandem switching prices. The FCC ruled that the initial
tandem switching price should be set to recover 20 % of the tandem switching revenue
requirement. Ms. Wilcox testified that USWC is taking a different approach because
the FCC's approach produces an initial price that is below the long run incremental
cost of the tandem switching function, tandem switching has now become a
competitive function, with the FCC's unbundling of tandem switching elements, and
USWC will be in an untenable position if it has to price a competitive service below
cost. (Ex. T-l, pp. 29-30)

4. Multiplexer charge. Multiplexers put multiple voice or data channels over a single
transmission medium (line or frequency), increasing the capacity of the transmission
medium. Multiplexers also would be available at DSO, DS 1, and DS3 capacity
levels, and would be priced at a flat monthly rate for Voice Grade-DSI and DSI-DS3
connections. The prices are equal to existing private line rates for multiplexers.

Ms. Wilcox testified that USWC's pricing approach is consistent with the FCC's
directive to base the dedicated facilities prices on special access (private line) prices. She
stated that the rate relationships for the different dedicated transport services are not tied to
the cost relationships for these services. The rate relationships are based on the underlying
average direct and shared residual costs (ADSRC) plus a contribution to common costs, so
that the prices in all cases cover costs, and the services that cost more are priced higher than
those that have lower costs. She opined that it would be a mistake to price strictly in
accordance with costs, as that would fail to take into account "market factors" that are
equally important in setting an appropriate price. (Ex. T-l, pp. 27-8)
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2. Increase in Local Switchin& Chal'&e Element of
Switched Access Rate
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As part of the switched access charge restructure, USWC proposes to increase the
local switching charge from $O.0065/minute to $O.OIOO/minute for all IXC traffic that
originates or terminates on USWC's network. USWC witness Wilcox testified (Ex. T-1, p.
22) that the current charge of $O.OO65/minute is among the lowest in the country, and
provides a relatively low level of contribution to common costs of the firm in comparison to
switched access service on the whole. 21 She also testified that increasing the switching
element results in a lower RIC.

3. Introduction of the RIC

Ms. Wilcox testified (Ex. T-1, p. 31) that the transport restructure will cause a
decline in transport revenues from $24 million to $5 million. Even with the proposed
increase in local switching charge, USWC's LTR proposal would result in a negative impact
on revenue requirements. To make the LTR revenue neutral, USWC proposes to introduce a
"residual interconnection charge" element of its switched access charge. USWC would
charge a RIC of $O.010243/minute on every minute of switched traffic. Ms. Wilcox testified
(Ex. T-46, p. 31) that the RIC could disappear over time, and suggested that the time table
for reducing the RIC and reducing other contributory elements could be determined in the
company's pending rate case.

4. Elimination of Intra-LATA Forei2J1 Exchan&e Service
from Access Tariff

Finally, USWC proposes to eliminate its intra-LATA foreign exchange service from
the access tariff. Intra-LATA foreign exchange service allows a customer to draw a dial
tone and telephone number from an exchange outside the customer's local calling area, but
within the same LATA. Ms. Wilcox made several arguments in support of removing this
tariff. First, she stated that intra-LATA foreign exchange service is not an access service.
Second, she stated that this same service is available in the basic exchange tariff, and
removal of the service in this tariff will eliminate offering the same service for different
prices. Lastly, Ms. Wilcox stated that LTR will have a significant impact on these
customers' rates, so eliminating the service should be done now, in conjunction with LTR.
(Ex. T-1, pp. 23-24)

21 On rebuttal, Ms. Wilcox testified that total transport contribution is nearly double the
percentage contribution in the current local switching charge, and provided Exhibit C-47 in
support of this statement.
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D. POSITIONS OF THE PARTIES

1. !XC Stipulation
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The IXC intervenors -- AT&T, MCI, Sprint, and the lAC -- recommend, via a
. stipulation, that the Commission defer action on the proposed LTR, and that rates for

switched access service under the LTR be established in USWC's current general rate case.
In the stipulation, they also state agreement on principles that should govern rates for
switched access service under the proposed LTR in the rate case:

1. Costs for each element should be established by TSLRIC--or USWC's ASIC (average
service incremental cost).

2. Each element should be priced at TSLRIC.

3. Universal service should be addressed in another docket.

4. If the Commission determines that any revenue in excess of TSLRIC should be
recovered through access prices, any such amount should be identified and recovered
through the CCLC. The other rate elements should be priced at TSLRlC. The
CCLC should be phased out over two years, or the same period over which local
rates are increased, whichever is shorter. In the event that USWC and GTE are
allowed entry in the interLATA market, any remaining CCLC should be eliminated at
the date of such entry.

50 Although parties recommend that prices for LTR rate elements not exceed TSLRlC, if
the Commission nevertheless determines contribution should be included, the price
difference between differing access configurations should reflect only the absolute
underlying differences in TSLRIC cost.

2. Individual Positions

With regard to the IXCs' requested deferral of consideration of the LTR, USWC
argues that a decision on the LTR should not be pushed off to further proceedings. USWC
argues that the first step toward rational competitive interconnection policies is to integrate
interconnection charges between wireline carriers (IXCs and ALECs). However, USWC
argued that the current charges are too high and excessively bundled.

Responding to allegations that it has not properly priced its transport options, USWC
argues that pricing involves considerable judgment, and is not black and white. It argues
that there are several principles that should be observed:

1. Prices should not be set at incremental cost, unless that is the only price for which
there is a demand.
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2. No service should be offered for less than the incremental cost.
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3. Normally, all services should provide contribution to shared and common costs, as
well as the profit of the company.

. 4. This does not mean that markups need be uniform for all services. They should not
be, when market factors are appropriately considered. This is where judgment comes
into play, and the company's proposals in a dynamic competitive market should not
be second guessed by the Commission unless they are manifestly out of line and will
cause clear harm to specific public policies the Commission is charged with
protecting.

Regarding allegations that the relationships between USWC's prices for DS1, DS3,
and tandem switched transport disadvantages smaller carriers, USWC argues their witness
Ms. Wilcox's Exhibit C-47 demonstrates that the critics have incorrectly analyzed the relative
contribution levels between services and that contribution levels for the three transport
alternatives are comparable, and the rates are not unreasonably or unduly discriminatory.

USWC argues that allegations of discrimination, which it defines as customers in the
same class paying different rates for the same service, are not correct as a matter of law.
For example, all DSI customers pay the same rate. USWC argues that the three services
being compared are different services, and do not involve different rates for the same thing.

USWC argues that its proposed transport prices are not excessive in the marketplace
because 1) they are the same as for equivalent private line services, 2) they are lower than
those charged by independent LECs, and 3) they are higher than those charged by USWC's
current competitors, as shown by Ex. C-49. Therefore, the Commission should allow
USWC to price these services to the dynamic market conditions, in order to maximize its
participation.

USWC responds to a Commission Staff recommendation that it double DS3 rates. It
contends that the recommendation is arbitrary and makes no sense, that no evidence has been
provided to show the rates are under cost or have too little contribution. It argues that the
recommendation seems designed only to remove USWC from the dedicated transport market,
as dedicated transport is the first service that competitors are targeting. It argues that it is
not permissible for the state to use its power to purposely harm USWC's legitimate business,
and that intentionally unbalancing the playing field against USWC is not the Commission's
role under any of the State's statutes.

Concerning the proposed local switching charge increase, USWC argues that the
current $O.0065/minute is among the lowest in the country, and below the $O.008357/minute
approved at the federal level; that the increase results in a lower RlC; and that the cost price
relationship is reasonable, especially compared to other switched access rates.
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USWC defends its RIC proposal. It argues that the Commission cannot adopt rates in
this case that lower the Company's revenues, as the Company is entitled to earn a reasonable
return, and there was no evidence presented that earnings are excessive. USWC argues that,
as Ms. Wilcox testified (Ex. T-1, p. 31), under the transport restructure its transport revenue
will decline from $24 mil to $5 mil. USWC argues that the RIC may be reduced over time

. as rates are rebalanced.

USWC opposes Commission Staff's proposal that it be ordered not to charge the RIC
to companies who do not use USWC's transport facilities. It states several reasons for its
opposition to that proposal: 1) It violates USWC's right to revenue neutrality; 2) It would
be difficult and expensive to administer; and, 3) It would subject USWC to a competitive
disadvantage. USWC argues that, furthermore, the Commission has long followed a policy
that IXCs must make significant contribution to the support of the local network, from which
those companies gain immense benefit. That absolute level of contribution needs to be
reexamined in the rate case, but this is not the appropriate proceeding to reduce that
contribution just for those companies that utilize non-USWC transport. Finally, USWC
argues that their RIC is not a charge related to transport, that it merely represents a way to
make the filing revenue neutral. Staff's recommendation does not serve to further any public
policy goals, and its adoption would be improper.

Commission Staff concurs with USWC on the need for local transport restructure, and
recommends that the Commission not delay a decision on the LTR. Staff agrees with the
gc:neral concept of LTR proposed by USWC, but takes issue with several aspects of the
Company's proposal, as described below. Staff argues that the suspension date of the present
interconnection docket predates the suspension date in the rate case, so the Commission
cannot simply defer consideration of these rates to a later date. Staff suggests that the
Commission may revisit LTR later.

Regarding transport prices, Commission Staff argues that the relationships between
USWC's proposed prices are inappropriate. Staff witness Selwyn testified that it is
inappropriate to price LTR transport based on private line prices, as advocated by USWC,
because private line and local transport markets are different, and are at different stages of
competition. (Selwyn, Ex. T-114, p. 48)

Commission Staff contends that it is inappropriate to price DS3 and DS 1 switched
transport with varying levels of contribution. Staff advocates a 9.6: 1, DS3:DS1 price ratio
as the basis for determining if the proposed prices provide an unfair advantage to large IXCs,
consistent with the FCC's order in the interstate local transport restructure proceeding,
except as to the DS3 entrance facility rate. (Selwyn, Ex. T-114, p. 47) Dr. Selwyn testified
that after examining USWC's updated cost studies, all DS3 transport (other than the entrance
facility charge) falls significantly short of the 9.6: 1 benchmark. (Ex. T-116, p. 3)

Commission Staff recommends that, in order that USWC's proposed prices pass the
9.6: 1, DS3: DS 1 benchmark, the Commission set all DS3 transport rates (other than the
entrance facility charge) at twice the level proposed by USWc. Staff explains that its main
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concern is the relative pricing between DS3:DSl, not the absolute levels. It argues that the
Company's pending rate case is the proper forum to reexamine the Company's switched
access rate levels in general, when both the DS3 and DSI transport rates could be reduced,
while still maintaining an appropriate price ratio.

Staff supports statements by MCI witness Wood that USWC and other LECs should
not be in the position to detennine the winners and losers among IXC carriers.

Commission Staff urges the Commission to reject the proposed increase in local
switching from $0.0065 to $O.OlOO/minute. Staff contends that USWC has not provided the
Commission with any basis for a 57 % increase in the local switching charge. It argues that
the increase is an attempt to shift substantial amounts of contribution from local transport
elements to local switching--a monopoly bottleneck service.

CommiSsion Staff witness Lundquist characterized USWC' s proposal to increase its
local switching charge as odd, at best. (Ex. T-107, p. 32) Staff argues that USWC's
position does not square with USWC witness Harris' testimony that switching costs have
been declining dramatically in recent years. Mr. Lundquist perfonned a comparative
analysis of contribution levels, which he testified does not support USWC's claim that the
local switching charge provides a relatively low level of contribution. (Ex. T-I07, p. 34)
Staff argues that Mr. Lundquist's analysis shows that USWC employed contradictory tests
for detennining the appropriate level of contribution.

Relying on an exhibit showing local switching charges from many jurisdictions, Mr.
Lundquist characterized USWC's local switching charge as "... admittedly toward the low end
of the pricing spectrum... " but not "out of line" with other jurisdictions. (Ex. T-107, p. 36)
Staff argues that USWC's argument lacks any analysis of why other states' charges are
lower, or why those would be appropriate and the current charge is not.

Commission Staff supports a RIC, without enthusiasm, as the least objectionable way
to achieve revenue neutrality, and because it is temporary until a decision in the general rate
case. Dr. Selwyn testified that the RIC results in USWC's proposed LTR rates being no
closer to the economies of providing access service than the current access prices and
structures. (Ex. T-114, p. 32)

Because it opposes an increase in the local switching rate, Commission Staff proposes
a RIC higher than USWC's proposal. Staff calculates that the RIC would be
SO.014073/minute, rather than SO.010574/minute proposed by USWc. (Wilson, Ex. T-155,
p. 51) A lower switching charge than proposed would necessitate a higher RIC, to maintain
revenue neutrality.

Commission Staff strongly objects to USWC's proposal to apply the RIC to all local
switched minutes, regardless of whether that traffic is switched to USWC transport or a
competitor's transport. It proposes that application of the RIC be limited to traffic switched
to USWC transport facilities. Staff argues that applying the RIC to all switched minutes
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would inappropriately establish a protectionist policy which would insulate USWC from
losses in any competitive local transport business. (Selwyn, Ex. T-1l4, p. 33) The RIC is
to recover $14.8 million, while local transport is $4.3 million. The net effect is to negate
USWC's "economically based" rate structure. Staff contends that its proposal could be
accomplished by reprogramming the Company's interexchange access billing system. As an

. alternative, Staff suggests a self-reponing mechanism, which would require IXCs that
purchase local switching to certify the percent of total switching minutes being completed on
USWC transport facilities. This would be similar to the current percent interstate use factor
IXCs use to separate intra and inter state traffic. Staff argues that USWC's allegations that
these options would be costly and difficult to implement are unfounded, based on Ms.
Wilcox's cross examination testimony that the company had collected no data and done no
studies to support these allegations, and that she had no experience in reprogramming the
company's billing system.

In response to USWC's contention that applying the RIC only on traffic switched to
USWC transport facilities would put the Company at a competitive disadvantage, Staff makes
two arguments: 1) Dr. Selwyn testified that Staff's proposal should not limit USWC's ability
to compete in the transport market, but USWC's proposal would limit competitors' ability to
compete; and, 2) Even if Staff's proposal resulted in a slight loss of market share for
USWC, the Company would probably see an absolute gain in business, because competition
will probably stimulate demand for telecommunication services. (Selwyn, Ex. T-114, p. 39)
Staff also argues that the temporary nature of the RIC would have at most, a minimal impact
on the Company.

Regarding USWC's proposal to eliminate its intra-LATA foreign exchange service,
Staff recommends that the Commission deny the request. Staff expresses a concern about the
revenue impacts of eliminating the service from the switched access tariff. (Wilson, Ex. T­
154, p. 20) Mr. Wilson also testified that the Company provided no justification for the
change.

Public Counsel generally supports USWC's local transport restructure proposal,­
except for the proposal to increase the local switching charge. Public Counsel does not
argue against revenue neutrality, and agrees that a RIC is appropriate. However, because of
opposition to the proposed increase in local switching, Public Counsel generally supports
Staff's RIC calculation. While Public Counsel agrees that Staff's proposal to apply the RIC
only to traffic switched to USWC transport facilities is a theoretically sound approach, it
takes no position on the issue. Finally, Public Counsel recommends that the policy decision
on whether the RIC should be maintained indefinitely should be decided in the general rate
case.

AT&T contends that the structure of USWC's proposed LTR is a good step, but that
the prices are unacceptable . AT&T urges the Commission to reject the revisions proposed
for switched access for several reasons. First, all parties agreed that TSLRIC is the proper
cost basis for rational pricing. However, given Staff's testimony of its inability to obtain
infonnation to review costs, USWC has clearly failed to meet its burden of supporting its
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rates. Second, most parties disagree with the fundamental premise of USWC's "revenue
neutral" filing. Given that USWC's revenue requirement is before the Commission in the
Company's general rate case, the rate case would be the appropriate place to address
USWC's switched access rates. (Sumpter, Ex. T-ll0, p. 13) AT&T also argues that the
Commission can adopt local interconnect policies and rates, without changing access rates.
Changing those rates for a few months after this case is concluded until the order in the rate
case is issued is not an efficient use of resources. The proposed rates are so inequitable that
IXCs support the continued application of current access charges. Moreover, unlike local
interconnection, there are switched access rates currently in effect.

AT&T contends that USWC has the burden of supporting its rates and has failed to
do so. Its cost studies are inadequate. Rather than moving toward TSLRIC prices as USWC
contends, its proposal is an obvious attempt to foreclose any competitive alternatives that
may emerge for the LTR functions. By doubling its local switching charge, IXCs will still
pay USWC the:.same amount of money; it is just called something different.

AT&T recommends that if the Commission decides to adopt USWC's proposed LTR
tariff, it should approve rates put forth by lAC witness Gillan as the rates that best support
the approach in the IXC stipulation. AT&T opposes Staff's recommendation to double the
proposed DS3 rates, in order to attain a particular contribution ratio with DS 1 rates, as it
would increase access charges, and is contrary to the record evidence supporting reductions
in access rates.

Mcr argues that USWC's LTR is driven by entrance of competition into the market
for switched access service. MCr witness Wood testified that LTR would have several
affects, one of which is that if excessive markups over cost are built into interconnection
rates that competing companies pay USWC, customers (both companies and end users) will
be denied the benefit of declining prices in a competitive market. (Ex. T-136, p. 31)

Regarding the price relationship between DS3 and DS1 transport rates, MCr argues
that USWC's claim that competitive pressures are the impetus for its LTR filing is
inconsistent with its proposal. MCr argues that Ms. Wilcox's statement that LTR rates have
been set to exceed ADSRC plus contribution is contrary to the result in a competitive
market. rf USWC actually faced competition, the contribution rate elements should have
dropped to slightly above TSLRIC to recover economic overhead associated with the service
offering.

Mcr argues that Ms. Wilcox admitted that its DS3:DS1 rates are not based on
underlying costs, but on "market factors." MCr witness Wood testified that allowing an
incumbent to use anticompetitive pricing strategies to eliminate existing competition, or
prevent future competition, is indeed a use of market factors, but is a use that should be
constrained. (Ex. T-136, p. 41) He testified that price differentials which track differences
in cost are not inherently discriminatory, but USWC's proposed prices are discriminatory.
(Ex. T-136, p. 42) If USWC is allowed to arbitrarily exaggerate the rate differential in its
DS3: DS 1 rates as it has proposed to do, it would provide USWC the ability to directly
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impact the level of competition by lXCs. MCl argues that this is poor public policy, and
would direct rates away from cost based. Therefore, MCl recommends that the Commission
adopt Dr. Selwyn's interim recommendation to double USWC's proposed DS3 rates, which
should be followed by cost-based rates with proportional contribution based on new cost
studies, to be filed within 30 days.

MCl opposes USWC's proposal to increase its local switching charge. MCl argues
that USWC did not argue that the existing local switching charge was below TSLRIC, or that
local switching costs have increased, and in fact testified that switching costs have been
declining dramatically. MCl characterizes USWC' s proposed switching charge increase as
an attempt to redistribute the severely inflated levels of contribution present in existing
switched access rates, which should be rejected.

Finally, MCl urges the Commission to reject USWC's request for revenue neutrality
through a RIC.:, MCI agrees with Commission Staff that the RIC is a protectionist policy,
which is not in the interest of long-distance users, Additionally, Mr. Wood testified that
providing revenue neutrality through the RIC, when costs, such as switching, are decreasing,
actually provides USWC with a guarantee of increasing profits. (Ex. T.,.136, p. 35) Thus,
MCl recommends that the RIC be rejected, and recommends that the Commission proceed
with cost-based rates.

Sprint, like AT&T, recommends on brief that the Commission reject USWC' s LTR
proposal, and set switched access rates in USWC's pending rate case. Sprint also supports
the lXC stipulation that switched access elements be priced at TSLRIC, with any contribution
flowing through the carrier common line charge, which should be phased out over two years.

Sprint agrees with the other IXCs that USWC's proposed transport rates are
discriminatory, and will negatively impact competition. Sprint contends that USWC' s cost
studies show that per circuit, access cost differences between DS1 and DS3 are almost
negligible, which indicates that 90% of the cost advantage bestowed upon large lXCs is
unearned. Sprint agrees with lAC witness Gillan that the rates would not only restiltin
diminished competition between large and small IXCs but also would result in fewer
competitive options for less densely populated areas.

Sprint argues that contrary to USWC's statement that it is moving toward cost based
rates, its LTR rates do not reflect the way costs are incurred, are not cost based, and do not
encourage efficient use of the network. Sprint argues that USWC's rates would encourage a
company to purchase DS3 service at a point where the customer would utilize less than 20%
of the available capacity. (McCanless, Ex. T-99, p. 9)

Sprint shares lAC's concern that USWC's proposal would have an adverse impact on
non-urban competition.
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The lnterexchange Access Coalition (lAC), like the other lXCs, does not oppose the
particular rate structure proposed by USWC. lAC does not oppose a revenue neutral
component to the rates. However, lAC contends that the rates proposed by USWC for
switched access service are unjust, unreasonable, unduly discriminatory, and anticompetitive.
lAC further argues that USWC's proposed rates contain so much contribution, and are so

. discriminatory, that even main beneficiaries of the discrimination--the large IXCs-­
recommend that the Commission reject the rates as proposed, and accept the IXC stipulation.

lAC argues that while DSI is generally provided by DS3 transport facilities, such
provisioning could impose additional costs on the network. lAC is not opposed to prices
reflecting such cost differences. However, lAC contends that USWC's rates are totally out
of proportion with those additional costs. By seeking to recover more contribution from DS1
than from DS3 customers (who could bypass USWC's network), USWC is asking small
users to subsidize access charge discounts to larger users. lAC argues that USWC did not
dispute the fact~.that its proposed LTR rates would have a disparate impact on IXC
competitors, and points to USWC's Owens statement that high volume end users are very
sensitive to price. Therefore, argues lAC, USWC's proposed rates are unduly
discriminatory, and are counter to the State's policy to promote diversity in the supply of
telecommunications services and products in telecommunications markets, under RCW
80.36.300(5).

Responding to USWC's argument that the pricing is not discriminatory, lAC argues
that transport is a singular service, regardless of the option selected -- DS 1,DS3, or TST.
As USWC is proposing to collect differing levels of contribution from the different services,
its proposal is discriminatory.

lAC witness Gillan testified that another aspect of the proposed LTR rates is
anticompetitive. Mr. Gillan argued that USWC's pricing will make it extremely expensive
for IXCs to provide service to non-urban markets, where DS3 and DS1 transports are not
economically viable:

Even for AT&T, the DS3 transport option will be possible primarily in dense urban
environments, while the tandem-transport option will typify the access arrangements
used in smaller markets. As a result, increasing the price of the tandem transport
option will increase relative cost to serve less populous areas. Inflating the cost to
serve small markets will ultimately lead to fewer choices in rural areas or lead to de­
averaged retail rates that exceed any underlying differences in costs.

(Gillan, Ex. T-95, p. 14)

lAC also argues that USWC's proposed LTR rates would result in inefficient use of
the public switched network. lAC contends that use of the network will be efficient only if
the price differences between interoffice transport options reflect the underlying cost
difference. Thus, USWC's proposed rates create incentives for the inefficient use of the
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network, contrary to RCW 80.36.300(2), which states the policy to maintain and advance the
efficiency ... of the telecommunication service.

lAC argues that in addition to adversely affecting the competition for intrastate toll,
USWC's proposal would adversely affect local competition, through the same discriminatory

. pricing mechanism.

The ALECs contended at hearing that USWC's proposed LTR transport charges,
which are incorporated into the LIS, are inaccurately priced, particularly the rate for tandem
switched transport. The new entrants are likely to want to interconnect at the USWC tandem
for efficiency reasons. They then would not need to connect directly to every USWC end
office or to every other LEC and IXC. USWC proposes to price the transport between its
tandem and its end offices at private line market rates. The ALECs contend that tandem
switched transport should be priced at cost.

MFS urges the Commission to order cost based rates for transport services. MFS
characterized the FCC's RIC as a poorly conceived political compromise, with no cost
justification, and recommends that the Commission reject all non-cost supported subsidies
like the RIC.

TRACER takes issue with Staff's proposal to double USWC's proposed DS3 transport
rates. TRACER argues that no party contends DS3 prices are below cost, or that the DS3
price is itself inappropriate. Rather, the complaints are that the contribution per channel is
different. TRACER argues this provides a rationale for decreasing DSI rates, not increasing
DS3 rates.

. Regarding the relative contribution in rates between DS3 to DSI rates, TRACER
argued that there are legitimate reasons why contribution in DS3 rates might be less than 28
times that in DSI rates. Dr. Zepp testified:

When ... a large group buys a DS3 they take the risk that they totally fill that
DS3 and therefore they are fully paying for it. There is no unused capacity as
far as US West is concerned. US West has sold it all and it's fully
compensatory, whereas the DS 1, US West is taking that risk, and therefore
they've got to take that into account when they do the pricing.

[Zepp, TR., p. 2124]

TRACER also argues that an unjustified doubling of the DS3 rate would provide a
customer with alternatives to seek other providers. It argues that Staff's proposal to double
the DS3 rate is unwarranted and should be rejected.

DOD/FEA characterizes USWC's proposal to increase its local switching charge as an
abuse of monopoly power.
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The Commission would have preferred to have dealt with Local Transport Restructure
issues in a separate proceeding devoted to LTR, or in the general rate case. LTR will have a
significant impact on intrastate toll competition in Washington. We see no legitimate

. justification for dropping it into a docket that primarily concerns local interconnection.

Based on the record in this proceeding, the Commission identifies five issues which
must be decided in this Order:

1. Should and can the Commission defer consideration of the LTR to another
proceeding?

2. Are the transport options properly priced?
3. Is the need for and amount of the proposed increase in the local switching charge

supported?
4. Is the need for and amount of the RIC supported? If so, should the RIC be imposed

only on traffic switched to USWC transport facilities, or on all local switched traffic?
5. Should USWC be pennitted to eliminate intraLATA foreign exchange service from its

switched access tariff?

We reject USWC's LTR tariff for many reasons described below. We will provide
discussion on the topics listed above, and also provide some policy direction concerning how
the LTR rates should be approached in USWC's general rate case.

First, we disagree with USWC's basic premise to base LTR rates on existing private
pa~me rates ......We agree with Dr. Selwyn that it is inappropriate to price LTR transport
'ba~ed on private line prices. Private line and local transpQrt-IDflrkets are different, and are at
different stages Qf competition. Ex. T-1l4, p. 48) Further, we reject USWC's positi,on
t at It rna es more sense to use the private line prices than to-stare-from scratch.
Restructuring USWC's local transport rates will have a large impact on the'direction of
intrastate toll market. Thus, we would have expected USWC to provide rates based on
sQund economic and public policy considerations, and have supported those rates with
proper, fully supported incremental cost studies. Instead, USWC's proposal is based on rates
from services that serve different markets, the proposal uses inappropriate "market tactors,"
and it is not supported by adequate cost studies. The Commission expects USWC to correct
these problems in its general rate case.

We agree with AT&T that it would be inefficient tQ adopt LTR rates in this
proceeding. The rates would most likely change in USWC's pending rate case, especially
given the magnitude Qf the RIC. Staff witness Selwyn's testimony (Ex. T-114, p. 32) that
the RIC results in USWC' s propQsed LTR rates being no clQser tQ the economies of
prQviding access service than the current access prices and structures also supports this
result. We also find persuasive AT&T's argument that USWC's proposed LTR rates are so
inequitable that the IXCs supported the current, bundled rates. Restructuring USWC's access
rates in the presence of an economically Qverwhelming RIC prQvides nQ benefits tQ switched
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access customers, as evidenced by the IXC stipulation, and obviously does not benefit the
public in general.

The inefficiencies embedded in the LTR rates proposed by USWC are so great, that
we find the public interest best served by endorsing the general structure proposed by USWC
for its LTR tariff, while rejecting the tariff as filed. We here provide guidance for revisiting
the question in USWC's general rate case, where detennining specific LTR rates will be
economically meaningful.

We agree with USWC that considerable judgment is involved in pricing, that it is
neither black nor white. Further, we agree with USWC that the Commission must intervene
when a regulated company's proposed rates are manifestly out of line with, and will cause

.~ clear hann to, specific public policies the Commission is charged with protecting. USWC's
,£!:QQosed LTR rates clearly co'ntradict two specific public policies the Commission is charged
with protectint.- ---- ------

First, several parties convincingly argue that USWC's proposed rates would

Second, Sprint articulates another reason why we should reject USWC's proposal.
USWC's proposed pricing for transport options would push carrier customers to purchase
DS3 capacity service at a point where it would utilize 20 % of the available capacity for that
service. If this excess capacity occurred because prices were consistent with price ratios
from the underlying TSLRIC relationships, one might argue that the excess is economically
efficient. However, this excess capacity is not driven by costs. It is driven by USWC'~

application of "market factors," which implies the excess capacity is inefficient. Thus,
USWC's LTR rates clearly conflict with another telecommunications public policy, RCW
80.36.300 (2): "Maintain and advance the efficiency and availability of telecommunications
service. "
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We provide the following guidance regarding how LTR rates should be established in
the Company's rate case. First, the Commission cannot accept rates that would produce the
results we have found unacceptable in this proceeding. Second, as discussed above, while
Staff's 9.6: 1 cost ratio between DS3 and DSI rates may be useful in gauging rates, we are
not persuaded that this ratio should be the basis for setting the rates. The argument is
superficial in terms of underlying costs of providing different service levels. It appears that
the 9.6: 1 cost ratio may avoid some anticompetitive problems from the FCC's perspective,
but the approach seems as arbitrary in this proceeding as USWC's "market factor" approach.

With regard to the rinci ies a voc . ulation, we agree that costs for
eech of USW 's LTR elements should be established at TSLRIC, not USWC's surrogate,
ADSRC. We believe that TSLRIC is an appropriate price floor for these elements, but at
tliis time dO not believe that prIces should be ~stablished at the bare minimum. We agree
with USWC that it has long been the policy of this Commission that interexchange carriers
must make sigrn.ficant contribution to the support of the local network, from which they gain
immense benefit. Further, we are not persuaded by any evidence on this record that the
public interest is best served by abandoning this important policy.

We do non'each the question whether the public interest is better served by spreading
the contribution from switched access among the LTR elements (according to some
underlying cost justification), placing all of the contribution onto a specific charge (such as
the local switching charge), or a combination of those options. However, if prices are to be
set higher than TSLRIC (or, in other words, are to include some level of contribution), the
relative price ratios between DS3 and DSI transport elements are important. We are
persuaded by the IXCs and Staff that if DS3 to DSI relative price ratios become too small, it
will have inappropriate, negative impact on small IXC competitors and competition to less
urbanized areas. The question then becomes what is the appropriate relative price ratio? As
mentioned above, the Commission rejects Staff's use of the FCC's 9.6: 1 price ratio. General
microeconomic theory discusses the importance of relative prices, in that changes in relative
prices will affect purchasing decisions, and efficient purchasing decisions would be based on
relative incremental costs. Thus, economically efficient purchasing decisions between DS3
and DS 1 transport would be based on the underlying TSLRIC ratios of the individual LTR
components. Such a price ratio would help to minimize any potential economic distortions
from pricing above TSLRIC. If we had confidence in USWC's cost estimates, these relative
price ratios could be obtained using Exhibit C-lOO, by dividing the TSLRIC of each DS3
transport component by the TSLRIC of the corresponding DS 1 component. The Commission
believes the TSLRIC ratio should be the threshold, below wbich relative priCes between DS3 '
and DS 1 transport components should not fall. This should be the case until such time as the_
transport market exhibits highly competitive attributes. While the Commission is adoptin..z

-tniS relative price ratio as a minimum, we are undecided if the price ratio should be allowed
if' rise above the relative TSLRIC ratig, and would welcome discussion on this topic in .
USWC's general rate case, where we assume proper cost estimates 'wliTlJe available~--- .. ~
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We are not persuaded by AT&T's argument that interconnection rates for local and
long distance should come together and be priced at TSLRlC at some time in the future. It
should be clear from the discussion above that we believe IXCs derive significant benefits
from having access to local exchange company networks, and thus should contribute a fair
share toward the common costs required to provide those networks. Also, at this stage of a
rapidly changing market, it is uncertain whether the rates for local and long distance will
converge over time. These are different markets, competing in different ways. If, when,
and how such rates may converge remains to be seen.

We reject USWC's proposal to increase the local switching element of its switched
access charge from $0.0065 to $O.Ol00/minute. USWC's proposal is a step toward
economic inefficiency, which the Commission must be particularly mindful of in an
increasingly unbundled and competitive market.

l.lSWC provides no cost justification for increasing the local switching charge by
57 %. USWC's arguments in support of increasing the local switching charge element are---not persuasive. USWC witness Harris testified that switching costs are declining. 22 His
testimony provides justification to decrease the local switching charge, not to increase the
rate by 57%.

To support its proposal to increase the local switching charge, USWC argues that the
level of contribution from the current local switching charge is too low, relative to
contribution the Company seeks to recover from transport functions. In support of this
argument, Ms. Wilcox provided Exhibit C-53. This exhibit is a poorly supported chart,
based on total contribution rather than contribution from each element. It does not justify the
proposed increase. The Commission rejects this argument for several reasons:

First, USWC' s assertion that local switching provides less contribution than transport
is based on comparisons of prices to ADSRC, rather than to the appropriate TSLRlC costs,
which renders the comparison useless. Proper comparisons using TSLRlC were not provided
in this case. Even if such comparisons had been presented, we believe any such compari~on

would be highly suspect. We have very little confidence in the cost studies USwe utilized
for its case.

Second, we are especially concerned about USWC's local switching cost estimates.
Given Dr. Harris' testimony that local switching costs are declining dramatically, there is a
significant risk of an upward bias in the switching cost estimates, which would result in the
analysis of contribution from either the current or proposed local switching charge being
unreliable.

22 Dr. Harris wrote: "The application of transistors, semiconductors, integrated circuits
and other microelectronics in telecommunications equipment has dramatically reduced
s\\litching and transmission equipment costs.... " (Ex. T-IO, p. 5)


